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Executive Summary

Rising since 1997 when mainland Portugd’ s sugar beet processor DA started to operate, 1999/00 centrifuga sugar
production reached an estimated 75,984 tons, of which 75,393 Mt was produced on the mainland and 591 tonsin the
Azores Idands. This meant the 70,000 ton EU-assigned sugar quota was surpassed by 5,393 tons, and this quantity
has been taken from the 2000/01 quota balance. Due to this reduction, total 2000/01 centrifuga sugar production is
expected to decline to 59,250 Mt, with 58,700 coming from the mainland. Given the EU policy of discouraging of
over-quota production, nationa centrifuga sugar production should tend to remain between the level of mainland
Portugd’s"A" sugar quota (eligible for 98% of EU-set intervention price) of 63,600 Mt and the full 70,000 Mt quota.
Azorean contribution to the nationd totd is expected to remain smdl due to insufficient attractiveness of sugar beet
production, with centrifugal sugar outputs on the idands forecast to remain at 500 to 1,000 Mt.

Centrifugdl sugar use is declining moderately due to lower demand from key sugar-consuming industries, such as
chocolate, confectionary, and ice-cream manufacturers, as well aslower direct home consumption. Only consumption
from the HRI sector is experiencing growth, but insufficient to off-set the reduction in the other ssgments. Centrifuga
sugar use in 1999/00 is estimated at 289,000 Mt, and adight declineis forecast for 2000/01. National medium-term
sugar consumption will tend to remain mostly stable, with adight declining trend as imports of products containing sugar
continue to expand, depressing locd industria sugar demand.

Modtly stable, imports are primarily raw sugar brought in by theloca cane sugar refining industry under EU-set import
quotas. Totaing 292,000 Mt in July 1999/June 2000, aleve which is expected to remain unchanged in 2000/01, the
EU-set total sugar import quota is broken down into sub-quotas, some tariff-free and others subject to a reduced tariff
regime under the EU’ s different preferentia trade agreements. No significant change in medium-term importsis
anticipated for Portugdl.

With the current EU sugar policy ending in 2000/01, its revision is scheduled to be initiated during the French EU
Presidency the second semester of 2000. While the EU Commission is developing a proposal to revise the palicy, it is
expected that ultimately most facets of the present regimen will be maintained. Asfar as Portugd is concerned,
possible changes could include arevison of intervention prices or an adjustment in production quotas to accommodate
potentia for production increases.

1USD =210 PTE
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Commodity Name: Centrifugal Sugar

Production, Supply & Distribution Table

PSD Table
Country |Portugal
[Commodity Centrifugal Sugar (1000 MT)

Revised 1999] Preiminary 2000] Forecast 2001

Oold New Old New Old New
Market Y ear Begin 10/1998 10/1999 10/2000
Beginning Stocks 33 30 30 12 0 30
Beet Sugar Production 66 66 66 75 0 59
|Cane Sugar Production 0 0 0 0 0 0
TOTAL Sugar Production 66 66 66 75 0 59
[Raw Import-s 310 290 310 310 0 304
|Refined Imp.(Raw V) 1 2 1 2 0 2
TOTAL Imports 311 292 311 312 0 306
TOTAL SUPPLY 410 388 407 399 0 395
[Raw Exports 0 0 0 0 0 0
[Refined Exp.(Raw Va) 85 86 80 80 0 79
TOTAL EXPORTS 85 86 80 80 0 79
[Human Dom. Consumption 295 290 297 289 0 288
|Feed Dom. Consumption 0 0 0 0 0 0
TOTAL Dom. Consumption 295 290 297 289 0 288
|Ending Stocks 30 12 30 30 0 28
TOTAL DISTRIBUTION 410 388 407 399 0 395
Production

Up from the previous year, Portuguese 1999/00 centrifuga sugar production was higher than anticipated due to the
processing of sgnificant quantities of imported beets from Spain.  The EU-assigned 70,000 Mt sugar quotawas
surpassed. On the Azores idands, where sugar production from beets was once a flourishing activity, a continuing
decline in beet production further depressed sugar production.

Centrifugd sugar production is expected to decline in 2000/01 due to pendties triggered by overshooting the quotain
1999/00, which led to a decline in 2000/01 quota balance. On the Azores, where beet production is becoming
increasingly less economically viable, another reduction in locally produced centrifuga sugar is anticipated for 2000/01.
For total white sugar production in 1999/00 and 2000/01, see table below.
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Portugal: White Sugar Production (Mt)
1998/99 1999/00 2000/01 (*)
Mainland Portugd 65,310 75,393 58,700
Azores 618 591 550
TOTAL 65,928 75,984 59,250

SOURCE: MINISTRY OF AGRICULTURE; (*) FORECAST.

No mgor changes in production are anticipated for the medium-term future. Output is expected to remain between the
level of the more dtractive "A Quota', which isdigible to 98% of EU intervention price for sugar, and that of the total
quota. Expangion is not viable due to the EU sugar regime, and the fact that Portugal has become a sugar surplus
country (see more under Policy). While processor DAI will pursue an increase in the production quota during the
coming revison of the EU sugar regime, no evidence suggests that thiswill be accepted.  Asfor the Azores, congraints
to beet production will limit centrifuga sugar production over the medium-term future.

Indigenous white sugar comes exclusively from sugar beet processing in two plants. D.A.l., located between two large
agricultura provinces of Alentejo and Ribatejo, boasts a 100,000 Mt white sugar production capacity, an average
daily beet processing capacity of 5,000 Mt, yearly sugar, molasses and dry pulp outputs of 70,000 Mt, 35,000 Mt and
30,000 Mt, respectively, and sdles of 12 hillion Ptelyear. SINAGA, located inthe S Migudl Azorean idand,
processes beets at arate of 1,000 Mt aday, with ayearly production of 6,000 Mt and sales of 1.34 hillion PTE.

Consumption

Sugar useisforecast to fal due to decline in demand from the local chocolate, confectionary, and ice-cream industries,
and depressed direct home use. Only the HRI sector shows moderate expansion. Alternative sweeteners are said to
account for some 7,000 Mt/year. One company produces HFCS from corn under a 10,000 Mt EU-assigned
production quota. All of the locally produced HFCS is used domesticaly.

The bulk of domestic refined sugar continues to come from imported cane sugar, which is then refined by the local
sugar refining industry. There are two sugar refineriesin mainland Portugd. Alcantara Agucar has anomina
processing capacity of 33 Mt white sugar/hour, an average yearly production of 160,000 Mt of white sugar and a 25
billion Pte busness vdue. Refinadoras de Aclcar Reunidas (R.A.R.) has a processing capacity of 17 Mt white
sugar/hour, ayearly production of 130,000 Mt of white sugar and a business value of 20 billion Pte. The Azorean
SINAGA dso refinesimported raw sugar to supplement declining beet sugar processing.

Prices

Because EU-st indtitutiona prices have not changed, loca sugar prices have remained mostly stable in recent years.
Reportedly, wholesale prices have remained unchanged from ayear ago, at roughly 165 Pte/K g at factory gate.
Though officid prices remain stable, price-cutting to promote sales is becoming more common in association with the
growing local supply of sugar.
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Trade

Conggting primarily of raw sugar for refining, tota centrifuga sugar imports have remained stable on a July/June basis,
the EU marketing year for sugar which is utilized for setting the yearly raw sugar import quota (see Policy). No change
for the medium-term future.

Dueto the higher loca production, exports have increased. Significant quantities of surplus sugar was exported into
the EU, mostly Spain. However, most of the exports were directed to non-EU destinations, with the assistance of EU
export subsdies. Other than some 12,000 Mt which were exported into third countries during 1999, most of the
subsidized exports were refined raw cane sugar. In the future, total exports are expected to decline as aresult of EU
reductions in dlowable export subsdiesin linewith GATT commitments. Nonetheless, exportsto other EU should
increase, particularly shipmentsto Spain. Portugal’s 1998/99, 1999/00 and 2000/01 Trade Matrices are provided in
table below.

Portugal: Sugar Trade Matrix (Units: Mt)
1998/99 1999/00 2000/01

Total Sugar Imports

Non-EU 291,180 311,400 301,300
EU 451 600 700
Total 291,631 312,000 302,000

Total Sugar Exports

Non-EU 54,012 48,000 46,000
EU 31,873 32,000 33,000
Total 85,885 80,000 79,000

Policy
Sugar Quotas

The EU Sugar policy isapplied in Portugdl. There are two separate EU-set sugar quotas for mainland Portugd and the
Azores, which are further broken down into "A" and "B" sub-quotas. Sugar produced under the"A" quotais eligible
for 98% of intervention price, whereas sugar produced under the "B" quotais eligible for alower percentage of the
intervention price, normally 68% of the Intervention Price, but susceptible to be further reduced to 60.5%. All sugar
which is produced under the so-called "C" quota, that isin surplus of the"A" and "B" quotas, cannot be sold in the EU
and must be exported into the internationa market without subsidy. For Portugd’ s currently effective sugar quotas,

UNCLASSFIED Foreign Agricultural ServicelUSDA
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see table below.

PORTUGAL: EU-s#t Sugar Production Quotas
"A" Quota "B" Quota Totd
Mainland Portugd 63,600 Mt 6,400 Mt | 70,000 Mt
Azores 9,100 Mt 900 Mt | 10,000 Mt
Totd 72,700 Mt 7,300 Mt | 80,000 Mt

Page 5 of 10

I ntervention prices

EU-st intervention prices in Portugd are till higher than in most EU regions, as Portugd is conddered a sugar "deficit”
country. Sugar intervention pricesin Portugal and in surplus EU countries are shown below.

EU-Set Sug_]ar Intervention Prices
1998/99 1999/2000

Units Euros’Kg

EU 63.19 63.19

Portugal 64.65 64.65

The Import Regime

Portugd’ stota raw sugar quotais divided into different sub-quotas. Levelsin effect during 1998/99 and 1999/00 (EU
July/June marketing year) are shown below.

Portuguese Raw Sugar Import Quotas (White Sugar Basis)
Units: 1,000 Mt

1998/99 I 1999/00
Tariff-Free
DOM U 25.0 I 25.0
ACP Countries (Under Protocol) 17.0 I 17.0
Reduced Tariff Regimen
Cuba + Brazil + S. Salvador 250.0 250.0
SPS Countries 2/

UNCLASSFIED Foreign Agricultural ServicelUSDA
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TOTAL 292.0 I 292.0

1/ French Overseas Domain; Sugar is brought in as an EU product, but
subject to a specific regime; 2/ Specid Preferentia Sugar

UNCLASSFIED Foreign Agricultural ServicelUSDA
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A specid raw sugar import regime exigts for the Azores and Maderaidands, under the specia program for ultra:
peripheral EU regions. Under this program, raw sugar can be imported into the idands up to pre-set limits either from
non-EU countries tariff-free, or from the EU with payment of EU subsidies to the buyer. The 1999/00 and 2000/01
POSEIMA raw sugar quotas are given in table below.

Portuguese Raw Sugar Import Quotas under the
POSEIMA Program

1999/00 2000/01

Units: Metric Tons

Azorean |dands 6,500 6,500
Madeira ldands 10,000 10,000
TOTAL 16,500 16,500

Export Subsidies

Though Portugd is considered a deficit sugar country, the operation of D.A.l. hasturned it into a surplus producer, and
has become a sugar exporter. The Nationd Guarantee Ingtitute reports that 3,387 million PTE were paid during CY -
1998 for sugar export subsidies. Thisisthe largest share total EU export subsidies paid to Portugd’s agricultura
exports (6,300 million PTE). Dueto areduction in the EU’s use of export subsidies, brought about by GATT
commitments, sugar exports are forecast to decline in the future,

The 2000 EU Sugar Policy Revision

With current EU sugar policy scheduled to end 2000/01, EU Sugar reform is expected to be debated during the French
EU Presidency in the second semester of 2000. Nonetheless, observersin Portugal believed the current policy will
samply be extended with few modifications. Possible changes for Portugd may include achangein satus from being
defined as "deficit" to "surplus' sugar country. Thiswould aso effect the level of EU-set intervention prices. A
modification of the current production quota regime may aso be consdered, in line with the loca indudtries desire for a
production quota enlargement. Some have caled for combining the mainland and Azores quotas. Thereis not yet an
officia GOP position, but the project is reportedly opposed by the Azorean authorities.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Commodity Name: Sugar Beets

Production, Supply & Distribution Table

PSD Table |
Country |Portugal |
|Commoity Sugar Bedts (1000 HA)(1000 M T)
Revised 1998| Prdiminary 1999| Forecast 2000
Old New Old New Old New
Market Year Begin 01/1998 01/1999 01/2000
Area Planted 3 3 3 8 0 9
Area Harvested 3 3 3 8 0 9
Production 164 164 420 422 0 475
TOTAL SUPPLY 164 164 420 422 0 475
Utilization for Suga’ 164 164 420 422 0 475
Utilizatn for Alcohal 0 0 0 0 0 0
TOTAL UTILIZATION 164 164 420 422 0 475
Production

Increasing since mainland sugar beet processor DAI started operating in 1997, harvested 2000 beet areas are
expected to be up relative to 1999. Under the target 10,000 HA for mainland Portugd’ s entire sugar quota, DAI’s
contracted 1999/00 beet areas are enough for this year’s sugar manufacturing needs, considering that last year's over
the quota surplus was trandferred into this year’ s balance (see Sugar).  In the Azores idands, where once sugar beet
production flourished, 2000 beet areas have come down again relaive to the previous year, with extremely adverse
wesether conditions preventing Autumn planting. Insufficient water for irrigation and low precipitation in Autumn-99
affected Autumn seceding. Out of the total, 2,000 ha were seeded in the Ribatejo and only 900 hain the Alentejo, the
most drought-sendtive region. A very dry Winter, followed by unusud April and May precipitation, also affected
Spring planting.  Given planted area, sugar production is expected to be between the"A" quotaand Tota quotalevels
(seeds0 Sugar). Inthe future, sugar beet areawill tend to remain under the ceiling of 10,000 ha

Cultivated experimentdly for many years, sugar beet production only became a serious option for loca farmers when
DA became operative four years ago. Yields have been consstently rising, in both physical outputs and sucrose
content of the beets. The attractive incomes secured by EU subsidies, a beet factory in mainland Portugdl, and the
relaively low technica risks of the crop, make sugar beet production an attractive crop.

Area contracting by DAI is done through a yearly agreement with the beet growers association. Production rights have
been assgned among the producers and these entitle the farmers to continue producing sugar beets in the future. The
processor, D.A.l., provides technica support to the farmers and provides a trangportation premium depending on the
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distance of the producer from the plant. Thisisaso st in the inter-professona agreement.
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Contrary to mainland Portugdl, Azorean sugar beet production is declining, unable to compete with the expanding dairy
activity. High labor requirements due to the fragmented property structure and the high labor costs have made this crop
increasingly unattractive even with subsidies. This Stuation is not expected to turn around in the future. Beet
production in the Azores is assisted by a specid EU co-financed program for ultra-peripherd regions, the POSEIMA,
under which specid subsidies are paid to the producers.

Portugal: Average Polarization Grade of Sugar Begts

1997/98 1998/99 1999/00
Mainland Portugd 16.3 15.6 154
Azores 12.6 14.1 13.9

SOURCE: OFFICE OF PLANNING

Consumption

Consumption of nationally-produced sugar beets has been going up since D.A.l. Sarted operating in 1997. Until
1999/00, DAI consumed variable quantities of Spanish beets, which were brought in from Spain by rail to fill up its
operationa needs. 1n 2000/01, D.A.I. will reportedly use only locally-produced beets. In the future, DAI’s needs are
expected to be sourced 100 percent locally.

Policy

EU sugar beet production incentives are effective in Portugd. Accordingly, sugar beet production is subject to
minimum purchase prices which are kept by the sugar factory. Additionaly, Portuga was alowed by the EU to grant a
degressive support to mainland Portugd’s sugar beet production during the 1998/99 to 2001/02 period (EU Reg.
2613/97, dated December 15). Below are EU-set minimum beet prices and nationa sugar beet subsidies.
Portugal: Minimum Purchase Prices of Sugar Beets
during 1997/98 and 1998/99

Minimum Producer Prices

46.72 EUROS/Mt Quota A

32.42 EUROS/Mt Quota B

Portugal: National Subsidiesto
Sugar Beet Production

Marketing Years Pte/Mt of Sugar Beets (9)
1998/1999 1,600
1999/2000 1,200
2000/2001 800

(@ Sugar Beets with 16° Polarization
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